Abstract To what extent does growing trade lessen the probability of inter-state conflict? This paper addresses this question by using the curiously under-studied dyadic relationship between Greece and Turkey. Measuring trade and foreign direct investment (FDI) volumes as well as tourism flows and by use of elite interviews with key actors from both countries, we find that economic relations have become stronger and more diverse over time, non-state actors now featuring prominently in deepening interaction. Such developments, however, fail to translate into conflict resolution at the political level. To account for these findings, we use a New Liberal approach, arguing that this helps us explain both enhanced plurality in bilateral economic exchange and the incompatibility of the two countries' respective conceptions regarding legitimate national borders.
Introduction
The literature on economic interdependence and conflict is dynamic and evolving. Some argue that trade flows are determined by the intensity of inter-state relationships and that close relations lead to higher levels of interaction (Morrow et al 1998) , while others stress that conflict has disruptive effects on trade relations (Polachek and McDonald 1992) . A slightly different debate concerns the effects of trade interdependence on the possibility of conflict, Oneal and Russett (1999) demonstrating the pacific effects of trade interdependence on conflict and the negligible effects of trade asymmetries on conflict probability. Kastner (2009) demonstrates the constraining effect of trade interdependence on conflict, since the latter could be harmful to domestic social groups, but Keshk et al (2004) , using the Militarized Interstate Disputes (MID) data, argue that politics remains supreme and the liberal argument on the trade--conflict relationship is wrong. More recently, Dale Copeland (2014) has formulated a dynamic theory that stresses how future expectations of leaders regarding the future trade environment will impact on leaders' calculations re the possibility of triggering a crisis.
This paper seeks to contribute to the debate on the pacific effects of growing economic relations and the possibility of conflict. It uses the case study of Greek-Turkish relations and argues that core assumptions underpinning trade-conflict approaches and ideational liberalism capture the essence of the dynamics that dominate this dyadic relationship. Commercial and ideational variants of liberal international relations (IR) are clearly not always in sync, but the paper demonstrates under which circumstances Moravcsik's 'New Liberalism' can capture the complexity of modern state interaction.
The Greek-Turkish relationship is ripe for close examination and a suitable case study. North Atlantic Treaty Organization (NATO) members with a rich history of conflict, the two states are strategically located in the Eastern Mediterranean. Although bilateral economic interaction had been dormant for decades, recent years have seen dramatic change. There has been a sharp increase in interaction and exchange between the two countries and their peoples; non-state actors are now as present as politicians and military figures when distinct aspects of their bilateral relationship are examined. Yet, longstanding political problems, chief among them the Aegean dispute, minority issues and the Cyprus conflict, remain unresolved. Although the frequency of bilateral political contacts has kept pace with developing economic relations, substantial progress in resolving long-standing political disputes remains elusive. What is more, statements by senior political figures immediately considered 'provocative' by the other side continue to be regularly aired (Kathimerini, 2016a; H€ urriyet Daily News, 2017) . These developments provide fertile ground to examine the two countries' relations since we attempt to capture the complexity of their relation.
To clarify our use of concepts, when referring to 'non-state actors' we mean non-traditional foreign policy actors. These encompass civil society, local actors (for example mayors) and the business elite (investors and associations). Using insights from conflict-trade interdependence approaches as well as ideational liberalism, we argue that improving economic interactions can coexist with 'frozen' political relations and an inability to overcome long-standing political differences. This results from the 'mixed preferences' characterizing the set of outcomes Greece and Turkey strive for. Concretely, we argue that the post-1999 rapprochement and increasing economic ties have led to more coordination and information exchange to avoid fatal accidents and the possibility of conflict but have not changed the expected distribution of benefits to be derived from full-fledged political dialogue. Secondly, and equally importantly, the expectation of a 'spill-over' effect from growing economic ties to political bonds is not consistent with ideational liberalism, to the extent that national conceptions of legitimate borders are incompatible, and powerful social groups in both states contribute to a zero-sum game on that issue.
In what follows, we begin with a review of the literature on Greek-Turkish relations and add a brief note on our methodological approach. We then proceed to explain our theoretical standpoint, before providing a brief overview of the current state of Greek-Turkish relations. The following section demonstrates our empirical data by examining cross-border trade, FDI volumes and tourism flows.
1 The next part then links those outcomes to bilateral political problems and applies our theoretical framework to explain the observed outcomes, while the conclusion summarizes the main argument.
Greek-Turkish relations: an inconclusive literature
Most studies on Greek-Turkish relations emphasize bilateral political conflict over the Aegean Sea and the Cyprus issue (Aydin and Ifantis 2004; Bahcheli 1990; Couloumbis and Ifantis 2002; Ifantis 2005) . Considering bilateral developments over the last decades, far too little attention has been paid to the potential impact of increasing economic ties between the two countries. The recent, yet important, changing dynamics that are giving shape to contemporary Greek-Turkish relations have often been understudied, despite their consequences for the overall shape of this crucial bilateral relationship in a volatile region.
In recent years, a literature on non-state actors pertaining to Greek-Turkish relations has certainly emerged, interpreting the two states' relations through the prism of globalization, foreign policy, Europeanization and the 1999 rapprochement process. A particularly fruitful avenue of research was the role of the European Union (EU) (Rumelili 2007; € Oniş and Yılmaz, 2008 ). Yet the salience of this literature is questionable given that the EU's ability to act as an anchor in Turkish politics has diminished greatly. Others have examined the role of civil society in bringing the two societies closer (Karakatsanis 2014; Cuhadar et al 2015) . Finally, bilateral economic interactions of recent years have heightened the need to adopt a political economy approach (Papadopoulos 2008; Kutlay 2009; Tsarouhas 2009 ). Papadopoulos (2008) argues that economic relations alone are not likely to change the two states' foreign policies and claims that economic relations would be more useful if they could develop in parallel with Turkey's EU accession process, a prospect that is now redundant. Tsarouhas (2009) adopts a version of interdependence theory and examines Greek-Turkish relations, finding that compared with the pre-1999 era the likelihood of military conflict has decreased and non-state actors can play a more active role in bilateral relations. However, his use of institutionalist IR to explain findings anticipated further improvement in bilateral politics ties, which have not materialized.
These studies highlight the significance of economic interactions but remain at an overtly general level of analysis by not breaking down economic interactions into discrete categories and identifying the dynamics behind them. Moreover, events over the last few years have added new complexities and necessitate a fresh look at recent data, not least in the context of the Greek economic crisis and the diminishing impact of the EU as an 'external anchor' in tying Turkish foreign policy priorities to those anticipated by Greece until recently.
One of the most important challenges to realist and institutionalist accounts has come from those scholars who adopt, implicitly or explicitly, a constructivist framework. Drawing from a variety of sources and from the point of view of political history or nationalism studies, they contend that the crux of the problem in Greek-Turkish relations is persistent mutual distrust cultivated through practices associated with the demonization of the 'other' and an educational curriculum that reinforces national stereotypes at the expense of facts-based dialogue (Volkan and Itzkowitz 1994; Millas 2009 ). This thesis has a lot of merit, and anyone familiar with the school curricula of the two states would hardly find evidence to the contrary. We argue, however, that combining trade-conflict interdependence approaches and ideational liberal insights can both engage with the specific economic dynamics of the two countries' relationship and at the same time apply a rationalist framework of analysis that incorporates ideational elements to explain state behaviour. This, we argue, is true in our case study but could potentially be applicable to other dyadic relations between states, whether one endorses the critique against mainstream constructivism's adaptation of liberal tools (Sterling-Folker 2000) . Simply put, our contribution seeks to demonstrate that the failure to match improving economic relations with the resolution of bilateral political problems can be adequately accounted for from a liberal IR framework linking state-society relations, state preferences and foreign policy behaviour.
A note on methodology
Our paper draws on the most recently available statistical data and 11 elite interviews with policy officers, economic actors and civil society representatives. Data were mainly collected from the International Monetary Fund (IMF), Bank of Greece and Turkish Statistical Institute (TUIK). Interviews were conducted in 2015 and 2016 in both Greece and Turkey using a semi-structured questionnaire design. Interviewees were asked related questions based on their background and sector. Interviews were cross-referenced and integrated with our secondary resources.
Theoretical framework

Economic relations as a pacifier
The possibility of peace and prosperity in the international system has been central to liberalism. While liberals claim that democracy, free trade and international organizations provide pathways to international peace, they often disagree about the factors leading to it, or how progress can be realized (Walker and Rousseau 2016) . Liberalism has been studied and discussed extensively, especially in the context of the 'Neo-Neo' debate (Jervis 1999) and is sometimes said to be so pervasive that it has become self-evident (Snyder 2004) . One of the reasons behind this may be that key features of the international system have changed rapidly since the end of the Cold War. In particular, increasing interdependence between states poses major challenges to traditional understandings of foreign policy-making. Inter-state relations are now more 'pluralistic, complex and fragmented' (Moravcsik 2009, 245) .
Liberals assume that state behaviour is not a priori given, but changes in relation to how state preferences are intertwined. Being inactive in foreign policy, indeed isolated, can be a perfectly rational strategy to the extent that there is no interdependence among state objectives and the latter can be satisfied through an autarchic existence. This is, of course, a rather theoretical possibility given globalization and externalities in state behaviour but it underlines the liberal logic. What matters for liberals is the set of underlying preferences that states have (Moravcsik 1997; Moravcsik and Schimmelfennig 2009) , as it treats the distribution of interests as a systemic feature of international politics. The reason why interdependence is so vitally important, then, is down to the fact that state preferences are, often, asymmetrically distributed.
Divergent state preferences leave room for three distinct possibilities in inter-state interaction and behaviour. First is a zero-sum game (akin to realism), whereby dominant social groups in state A attempt to realize their preferences at the expense of equivalent groups in state B. State bargaining becomes difficult to achieve and the possibility of conflict is real. Second is the case of harmonious preferences, in which state A's unilateral preferences meet with little or no objections from state B, leading to few negative externalities. As a result, the two states' cooperation, or at least their peaceful coexistence, becomes the likeliest outcome. The third and final scenario is when two states have mixed preferences. In that scenario, states A and B stand to gain by coordinating their behaviour to realize gains (or avoid losses, such as in the case of military conflict), yet cannot agree on the distribution of benefits (Moravcsik 2010, 6) . When mixed preferences are in play, states are likely to take steps towards cooperation to avoid loss-incurring incidents through policy coordination and/ or information exchange. They will, however, stop short of enhanced cooperation, as their preferences will tend not to be harmonious.
Liberal research has extensively dealt with how states' economic interactions impact on state behaviour and foreign policy preferences. To date there is little agreement as to whether economic ties lead to less conflict. Commercial liberalism stresses how a globalized economic environment incentivizes transnational economic exchange and therefore alters cost-benefit calculations. As commercial ties increase, it is likely that the use of coercive means in foreign and economic policy-making will decrease (Moravcsik 1997, 528-530) . This leads to the incorporation of market incentives in states' calculations regarding the conduct of foreign economic and security policy. The simplest possible cost-benefit analysis then is that war would be highly damaging and should therefore be avoided (Moravcsik 2010, 8-9) . However, what matters most is the set of incentives of powerful social groups and the distributional consequences of their preferences: governments may still resist open trade and FDI flows if the incentives for such policies among powerful groups are minimal and the costs for society visible and immediate. Important as it is, commercial liberalism's emphasis on realizing material interests is not always at ease with another major strand of liberalism discussed in below sections, namely ideational liberalism.
Conflict-trade interdependence approaches
This 'peace through trade' approach has led to a fruitful debate between realist and liberal scholars. Conflict-trade interdependence studies produce contradictory findings regarding the effect of economic ties (mainly trade flows) on peace and international conflict. 'Interdependence' implies a mutual relationship, referring to 'situations characterized by reciprocal effects among countries or among actors in different countries' (Keohane and Nye 1977, 7) . Countries can be considered interdependent (1) if economic conditions in one country have influence on others and (2) if it is costly for countries to give up the relationship (Mansfield and Pollins 2003, 11) . While the first implies sensitivity interdependence, the second relates to vulnerability interdependence (Baldwin 1980) . Economic interdependence has been generally measured by trade indicators (Mansfield and Pollins 2001, 847) . In our case study, the level of economic interdependence remains low and should instead be analysed in the context of interconnectedness (Keohane and Nye 1977, 7-8) .
Generally, these studies have employed quantitative methods to analyse whether trade fosters peace (Polachek 1992 ) and/or whether economic interdependence decreases the likelihood of conflict/war (Barbieri 1996; Copeland 1996; Gelpi and Grieco 2008; Mansfield and Pollins 2003; Oneal et al 1996) . Realists have remained sceptical regarding trade's impact on high politics, focusing on trade's potential to increase conflict due to unequal benefits (Waltz, 1970; Barbieri 1996; Barbieri and Levy 1999) . Other scholars, however, have confirmed liberal assumptions on the existence of a negative correlation between economic interdependence and the use of military force (Mansfield 1994; Oneal et al 1996; Oneal and Russett 1997; Russett et al 1998; McDonald 2004) .
Most of those studies examined dyadic effects of interdependence on conflict (Maoz 2009, 224) and measured this with level of trade flows (Mansfield and Pollins 2001, 847 ). Polachek's expected utility model of trade and conflict examines how leaders make cost and benefit calculations that shape trade and conflict. When there are welfare gains to be calculated, trade has a substantial impact on decreasing conflict (Polachek 1992) . Economic interactions are assumed to foster communication between actors-private and governmental-which may increase cooperative relations (Mansfield and Pollins 2003, 3) . Business interests play a vital role here as they lobby for pacific ties. Economic linkages with increasing contacts can also help promote communication across societies towards a cosmopolitan identity by breaking down barriers associated with national identities (Doyle 1997) .
Several analysts have defined conditions determining whether economic interdependence promotes peace or conflict. Gelpi and Grieco (2003; 2008) put forward a regime-type approach, arguing that trade relations between democracies will be prone to peaceful orientation, but trade dependence does not constraint the conflict behaviour of autocratic leaders (Gelpi and Grieco 2008, 31) . McDonald (2004) focuses on free trade by borrowing insights from standard trade theory and stresses that only certain types of trade can prevent conflict behaviour, whereas trade protectionism increases the likelihood of conflict. In a similar vein, Peterson and Thies (2012) examine the commodity composition of bilateral trade by focusing on the relationship between interindustry trade and dyadic peace. They argue that it is important to look into trade composition, as independence itself cannot be meaningful, especially in the current conditions of global political economy. By calling for a renovation of trade-conflict approaches rooted in nineteenth-century conceptions of trade's political effects, they have suggested a linkage between higher levels of inter-industry trade and lower levels of dyadic militarized conflict (Thies and Peterson 2015) . Mansfield and Pevehouse (2000, 801) stress the institutional context within which trade is practised. The impact of trade, they argue, is conditional on the presence of trading institutions (for example regional pacts and institutions).
The absence of the latter leads to a scenario in which trade has little influence on hostilities. Some studies also show that the outbreak of conflict is less likely between members of the same preferential trade arrangements (PTAs) (Mansfield and Pevehouse 2000) . Copeland (1996, 24) proposes a 'trade expectations theory', suggesting that a state may choose to go to war if there is a 'high dependence and pessimistic expectations for future trade, creating a low or negative expected value for trade'. Several studies have engaged with the domestic origins of trade which impact on trade-conflict dynamics. Kleinberg and Fordham (2010, 708-710) argue that the conflict-decreasing potential of economic ties depends on economic actors engaging with trade across borders. They suggest that economic ties can shape those actors' foreign policy attitudes in line with the liberal argument. Similarly, economic interests deriving from trade interactions can have influence on domestic policy-makers in shaping the foreign-policy-making process (Fordham and Kleinberg 2011) . On the other hand, Mansfield and Mutz (2009) highlight factors associated with a country's trade attitudes. They demonstrate a correlation between domestic perceptions of a country's trade partners as well as trade's impact on the domestic economy and trade perceptions. Likewise, Mutz and Kim (2017) claim to bridge the gap between economic theory and public psychology by focusing on how domestic traits, such as in-group favouritism, may potentially impact on a country's trade attitudes.
The literature discussed in the sections above is extremely useful and insightful, not least in emphasizing institutions and expectations as key variables determining state behaviour. However, it suffers from two drawbacks relevant to our purposes. First, these studies consider interdependence as synonymous with trade relations. They generally account for bilateral trade but do not measure FDI and/or tourism-related data. This limited conceptualization of economic interactions can be restrictive. Second, those studies mostly explain the role of pre-existing economic interactions but do not analyse how economic interactions can promote peaceful resolution between former enemies or societies that have experienced antagonistic relations (Press-Barnathan 2006) . This is significant for our case study, given the diachronically antagonistic relations between Greece and Turkey despite their joint NATO membership and their joint membership in a PTA regime after Turkey joined the Customs Union (CU) with the EU. We argue that insights from ideational liberalism can help us, account for circumstances under which expanding economic relations lead to political normalization but fail to translate into conflict resolution. This they do by shifting the emphasis away from material interests and towards identity concerns instead.
Ideational liberalism
Ideational liberalism argues that state preferences are derived from social identities and values, that is, from 'the set of preferences held by various individuals and groups in society concerning the proper scope and nature of legitimate state objectives' (Moravcsik 2010, 7) . The way that state objectives are legitimized by society will have an immediate effect on state policy, including foreign policy (Holsti 1991) . That is because national conceptions of state borders (and their legitimate reach) and national identity are crucial for social groups that offer legitimacy to governments representing them in foreign policy. Whenever social identities and the subsequent conceptions of borders and national identity of two states are incompatible with one another, generating negative externalities, they are likely to lead to tension, making peaceful coexistence difficult. Given how crucial such conceptions are for state legitimacy and action, a zero-sum game is likely to emerge, and this will in turn lead to an invisible ceiling in the potential for conflict resolution. The logic upon which this strand of liberalism operates is very different from that of commercial liberalism, denoting both the pluralism inherent in the theory as well as the tensions that underpin its prescriptive and analytical dimensions.
The evolution of Greek-Turkish relations in recent years
Historically, Greece and Turkey have had minimal economic exchange, and interactions between non-state actors have been minimal. During the Cold War, their relations were mostly tense, despite the fact that both had been NATO members since 1952. Differences over minorities, the Cyprus conflict and border demarcation in the Aegean hindered channels of contact. Until the late 1990s, bilateral tensions impeded economic relations too. In the post-Cold War period, however, both experienced a period of Europeanization. Whereas change in Greek foreign policy orientation was realized in the second half of the 1990s, Turkish foreign policy underwent changes in the early 2000s. Successive Greek arguments supported the view that stable relations with Turkey would be feasible in the context of European integration (Tsakonas 2010, 60) . Economides (2005, 481-482) argues that the Europeanization of Greek foreign policy included a period of Westernization and modernization, manifested through Greece's lifting of its veto over Turkey's membership in 1999 and its earlier veto lifting on the EU-Turkey CU). Greece, therefore, sought to link Turkish-Greek conflicts over the Aegean and Cyprus to Turkey's accession to the EU (Tzimitras 2009, 243-244) . Turkish foreign policy also experienced a period of Europeanization in the early 2000s, since EU conditionality paved the way for significant changes in Turkish foreign-policy-making.
The year 1999 was a turning point for Greek-Turkish relations, marking the point in time when bilateral relations improved markedly (Ker-Lindsay 2007; Ifantis and Triantaphyllou 2015) . Relations were highly tumultuous in the 1990s because of the 1996 Imia/Kardak episode, the 1997 S-300 missiles controversy and the 1999 € Ocalan crisis. Six weeks after the € Ocalan crisis, Foreign Ministers Papandreou and Cem took steps towards normalization. Powerful earthquakes hit Izmit and Athens in the same year, facilitating the cooperation of people and civil society organizations in rescue efforts. Through the 1999 rapprochement, the two countries signed various bilateral agreements which, inter alia, increased the volume of economic interaction. The rapid growth of the Turkish economy after the 2001 crisis combined with the EU reform process also contributed to increased economic interactions during the 2000s. However, while economic ties between the two countries have continued to expand, in the 2010s bilateral political relations started a slow yet real deterioration which may turn back the clock to the pre-rapprochement era.
Greek-Turkish economic relations: an assessment
Bilateral trade
Bilateral trade volumes remained miniscule until the late 1990s, despite the two nations' geographic proximity. After the rapprochement period began, bilateral trade volumes reached more than US$1 million in 2003 for the first time. Greek and Turkish political elites actively supported the increase, yet that was not enough to expand economic relations. Administrative and bureaucratic adjustments were necessary for the trend to continue. The 2003 agreement on preventing double taxation revealed mutual willingness to overcome technical obstacles (Tsarouhas 2009, 46) . The volume of bilateral trade has expanded momentously as a result, reaching US$3,413.370 billion in 2008. In 2013, it reached $5,643.463billion, the highest ever recorded.
In 2012-2014 Turkey was Greece's primary export partner despite being a non-EU country.
2 According to 2014 data, Turkey's share was 12.16 per cent of total Greek exports, the highest percentage ever recorded. In the context of Greece's economic crisis and Turkey's rising purchasing power, geographic proximity allowed for rapid trade expansion. Turkey certainly presents a significant export market for Greek products . Further, since Turkey is the less dependent party in this relationship, it could, in a conflict scenario, utilize its political resources accordingly. Yet the trade pattern between the two is not characterized by high interdependence in the sense that costs associated with its evolution remain low. Greek-Turkish bilateral trade has benefited both sides. Our interviewees point out the need for further development as well as investments between the two countries.
3 Importantly, negative competition on trade has not been practised. 4 This may be linked to product specialization, to which we turn next.
Greek exports mainly consist of manufactured products (32.9 per cent in 2014) and fuels and mining products (45.6 per cent in 2014).
5 Refined petroleum products for the most parts are not produced but processed in Greece, before being exported to Turkey. The lack of diversity in Greek exports can be problematic, making the country vulnerable to external economic conditions, such as global price fluctuations (Papadopoulos 2008, 14-15) . Following the 1996 EU-Turkey CU agreement, Turkey eliminated tariffs on manufactured products that are imported from the EU, which paved the way for a significant increase. The CU agreement has had positive impacts on the increase in both Turkish exports and imports (Neyapti, Taşkın and € Ung€ or 2007), underscoring the role of institutions and agreements in boosting trade ties, albeit indirectly. Yet it was an incomplete CU not covering agricultural products and services, which is why Turkey is currently pushing for CU modernization (Vesterbye and Akman 2017). Turkey's exports to Greece have been diverse: fuels, chemicals, plastic and rubber, textiles and clothing, stone and glass, metals and machinery are exported. In 2015, the volume of trade between the two countries dropped to US$2.9 billion. This resulted from the imposition of Greek capital controls as well as a decrease in world oil prices. While Turkish imports from Greece were heavily affected, Turkish exports to Greece remained stable compared with 2014. This indicates the importance of economic stability for the evolution of trade relations: the two states currently face economic problems of differing magnitude. More importantly, the global economy may be entering a phase of protectionist barriers. The 2016 data is indicative , as Greek exports to Turkey were recorded as US$1,495,306.75 and imports as US$1,545,325.53 (see Table 1 ).
Foreign direct investment
Foreign direct investment flows and stocks have traditionally been low, yet elites from both sides have long declared their wish to increase mutual investment flows. Apart from several big investment deals, FDI between Greece and Turkey is composed of small and medium-sized investments ranging from manufacturing and retail to tourism. Until 2006, mutual investment flows hardly existed. In the post-2006 period and in parallel with an increase in FDI in Turkey, Turkey has attracted substantial Greek investment. Greek FDI to Turkey reached e2.3 billion in 2006 and e1.9 billion in 2007. However, and as seen in Table 3 , such large flows during that period were circumstantial and therefore exceptional to the overall trend of low FDI inflows to Turkey from Greece.
The acquisition of Finansbank by the National Bank of Greece (NBG) was the main reason for the dramatic increase in 2006 and 2007. The NBG investment was highly important for Greek-Turkish FDI flows for several reasons. The acquisition proved NGB's confidence in the Turkish market (Tsarouhas 2009, 47) and was generally welcomed, despite some acrimony among domestic actors in both countries. Similarly, the Greek Eurobank EFG acquired 70 per cent of the Turkish Tekfen Bank in 2006. Institutions feature prominently again here: banking acquisitions displayed a trust in Turkey's adjustments in regulating its financial sector in the post-2001 period.
6 Greek Alpha Bank and Turkey's Anadolu group agreed to acquire a 50 per cent stake each and the deal included Alpha Bank's ownership of Alternatifbank. However, the Turkish Banking Regulation and Supervision Agency (BDDK) blocked the sale. National concerns were revealed as the reason behind the blocking of the deal when unidentified sources in the BDDK mentioned issues such as 'national integrity and security concerns' (Radikal, 2007) . Although such reactions are not unusual in media outlets, it is not common for the BDDK to block deals by suggesting a threat to national interests. This demonstrates the residue of distrust between the two countries, persisting after the 1999 rapprochement. Overall, by the end of 2010, there were 439 companies with capital originating from Greece (Kontakos 2011, 4) . This number had reached 686 companies in 2015 and 752 companies by the end of 2017. 7 Turkish investment levels in Greece remain low. One reason may be Greece's wider problem of attracting FDI, a systemic problem for the Greek economy. In 2005, various Turkish clothing and footwear companies entered the Greek market (H€ urriyet, 2006; Kathimerini, 2012c) . Within seven years, all had exited (Radikal, 2011) . The reasons mostly relate to Greece's economic downturn, which squeezed profit margins (Habert€ urk, 2010) . In 2007, the Turkish Ziraat Bank acquired approval to open two branches in Athens and Komotini, in 2008 , respectively (Radikal, 2009 (Kathimerini, 2012a) . Do guş group's latest investment was concluded in 2016 when it acquired 33 per cent of the shares of a luxury seaside resort (Kathimerini, 2016b) .
The rapid growth of the Turkish economy in the 2000s and the reform process anchored to the EU accession prospect encouraged Greek businesspeople to invest in Turkey. There are limits, however, relating to political and economic instability, high taxation and bureaucracy.
9 Those issues have become more pronounced in recent years and provide tangible obstacles to Greek investment. For Turkish investors, the small size of the Greek market, difficulties with Greek public administration, a lack of investment incentives and economic instability caused by the crisis also pose major limitations. 10 One interviewee points to the difficulties of opening a company in Greece due to its bureaucracy. 11 In the Greek-Turkish context, the burden of administrative constraints becomes heavier when investments projects are also viewed through the prism of security considerations.
12 Bilateral relations remains in the shadow of 'high politics' and is dependent upon it to foster qualitative improvement. 
Tourism
Tourism is another pillar of interactions relevant to our case study. It paves the way for wider societal interaction and can facilitate trust-building initiatives. Given the geographical proximity of the two countries, cooperation in the tourism sector has promising potential. Cooperation between the two tourism communities has been high. This can be explained by tourism's high benefit to the two economies, not least in compensating for their current account deficits and dependence on export markets to cover energy needs. Tourism enables the formation of personal contacts between societies through bridging borders and can be a win-win game for the respective industries. The two countries offer similar tourism products; increasing tourist flows between two countries and promoting joint tours for overseas tourists is thus mutually beneficial (H€ urriyet Daily News 2013) . Joint tour packages have long been on the agenda at both state and non-state level since the early 2000s (Milliyet, 2004) . However, there have always been organizational problems. 15 because the Turkish government had called for changes in visa regulations. In 2012, the Greek government initiated a special visa to be obtained upon arrival in several eastern Aegean islands during the summer period, and this scheme has continued since then. It had led to a marked rise in the flow of Turkish visitors. A significant decrease was recorded in 2016, when Greek visitors dropped to 593,150 due to terrorist attacks and the 15 July coup attempt in that year. The recovery in 2017 was quick, however (see Table 5 ) and Turkish visitors to Greece continued to flow in at record numbers.
Although tourism provides significant economic benefits, it also has limitations. Tourism is a typical 'buyer's market' and vulnerable to events in the host country (Papadopoulos 2008, 296) . Importantly, the two countries offer alternative destinations and are thus expected to benefit from each other's woes in the event of tourism-related shocks. Some evidence of that has become evident in the aftermath of successive large-scale terrorist attacks in Turkey in recent years (Kathimerini, 2015) .
Tourism cooperation has long been supported by the two countries' tourism associations and local administrations. Greek-Turkish friendship festivals and town twinning between Greek and Turkish municipalities has long been practised as a direct manifestation of citizens' diplomacy (Karakatsanis 2014, 14 Interview 5 15 Green passports are given to state officials and employees as well as former ministers and parliament members. 242). The empowerment of local actors following the 1999 rapprochement has led to a new stream of initiatives. In recent years, Izmir and Thessaloniki have become a significant example of Greek-Turkish cooperation. Thessaloniki Mayor Yiannis Boutaris and President of Izmir Chamber of Commerce Ekrem Demirtaş have been crucial actors in challenging conventional thinking, particularly regarding the depiction of the 'other' and the stereotyping this entails. An interviewee points out that there is more potential to be realized in terms of Turkish tourists visiting Thessaloniki and the investment flow in Thessaloniki's tourism sector. 16 He notes that Thessaloniki has been a good, albeit minor, example of creating initiatives to bring the two societies closer in recent years. However, he points out the need for political will from the two countries to make the process sustainable: 'at the end of the day we are not the state'.
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Economic ties meet national identities: the 'politics ceiling' in Greek-Turkish relations The evolution of Greek-Turkish relations over the last 17 years demonstrates that the inter-state international environment has become more pluralistic. What used to be a classic case of inter-state conflict has been transformed into a markedly more complex relationship. Through the 1999 rapprochement process, combined with the efforts of business and other non-state actors, economic interactions have improved markedly. Improving communication and transportation channels have reduced the impact of distance, both physical and psychological. Non-state actors (business and civil society actors) have become increasingly significant, acquiring a limited degree of autonomy in agenda-setting regarding practical areas of cooperation where harmonious interests are on display and 'where interactions do not have significant costly effects' (Keohane and Nye 1977, 9) . These increasing economic ties with multiple communication channels have challenged traditional analyses premised on overwhelming political tensions trumping avenues of other forms of 18 This summit was held in later years in various places, including Bodrum, Kalamata, Kos, Marmaris and Rhodes. Those meetings have provided opportunities to demolish psychological barriers and provide an interaction platform for state and business circles. In one of those meetings, Demirtaş initiated a petition to 'stop flight of war aircrafts over the Aegean' (Usta 2012, 106) , and he has continuously voiced the need for resolution in the Aegean to foster peace (Milliyet, 2010) .
Equally, Thessaloniki Mayor Boutaris has been promoting Thessaloniki's multicultural past to make the city a tourism hub and revive the local economy (Kathimerini 2014) . The municipality has promoted Mustafa Kemal Atat€ urk's house and also monuments from the Ottoman period to attract more Turkish visitors (Kathimerini, 2012b) . The number of Turkish tourists visiting Thessaloniki has thus showed a marked increase. Furthermore, Mayor Boutaris was very well received by the political and economic elite in Turkey owing to his positive statements about Turks and the relations between the two peoples (H€ urriyet, 2015) . Boutaris paid visits to Ankara, _ Istanbul and _ Izmir along with a delegation from the municipality and in 2011 he proposed building a mosque and cemetery for Muslims (Kathimerini, 2013) , as well as renaming 'Agiou Dimitriou' street in Thessaloniki as 'Kemal Atat€ urk' street.
Since 1999, the two countries have experienced an overall 'normal sea' of relations through a series of agreements on the economy and trade, tourism, culture and civil society cooperation. Furthermore, the erstwhile favourable conditions of the world economy, such as high liquidity in the post-9/11 era and low interest rates, provided opportunities for both Greece and Turkey to enhance their economic activity. Greek-Turkish economic relations have benefited from this trend (Kutlay 2009, 112) 
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The ties between the societies in the form of business, cultural and social exchanges are promising. The difference from the recent past is palpable. Influential actors from the two societies have supported the further integration of the two societies. Non-state actors like the Hellenic Federation of Enterprises (SEV) and the Turkish Industrialists and Businessmen's Association (T € US _ IAD) are in routine interaction with government officials and policy-makers. However, communication between actors-private and government-is still limited. The impact of non-state actors on political elites has mainly been discernible at the local level through suggestions and the organization of bilateral meetings. The current scope of economic relations does not allow business interests to shape the course of Greek-Turkish relations through influencing traditional foreign policy behaviour in the two countries, and political elites continue to shape the framework of relations.
These developments are crucial when we consider how close the two countries have come to conflict in the recent past. The 1976 The , 1987 crises led to serious confrontation. The Imia/Kardak crisis of 1996 was the most serious of these, almost leading to open armed conflict. At that time, economic relations and civil society bonds hardly existed but events since then have changed the dynamics. In 2005, an Imia/Kardak-like incident was avoided. When Greek Foreign Minister Molyviatis was visiting Turkey, a mini-crisis over the islets emerged. The standoff ended with negotiation between the two parties and both countries withdrawing their patrol boats. Now finding themselves in a typical 'mixed preferences' situation with an altered cost-benefit analysis, the two states coordinated their behaviour to avoid a potentially fatal confrontation that would damage economic ties through information exchange. According to one interviewee, the Imia/Kardak crisis would not have occurred if economic interactions at that time had been close to today's level: 'it is not possible for soldiers to cross borders in where the money flows'.
20 Although the accuracy of such a sweeping statement is doubtful, it is true that the consequences of a possible crisis have become much costlier for the two countries. Recently, tensions restarted to heat up around Imia/Kardak when a Turkish patrol boat rammed a Greek coastguard vessel near the islets. Although the incident fuelled a negative atmosphere between two sides of the Aegean, both countries eventually withdrew their vessels from the scene, avoiding military conflict (Kathimerini, 2018) . Some scholars have defined this post-1999 period as 'cold peace', not only because the two countries did not take serious steps to resolve their long-standing issues but also because of rising challenges in their neighbourhood in recent years (Triantaphyllou 2017 ; The Economist 2017). In the last decade, both Greece and Turkey have suffered from economic and political instability, including the Greek crisis, the migrants and refugees influx and the 15 July coup attempt in Turkey. These external and domestic developments have added yet another level of complexity.
Our findings suggest that economic, societal and cultural ties do not seem to have had enough influence to change the traditional orientation of government policies. In the post-1999 period, economic relations have found space to develop in relative isolation from political problems. 21 In the case of Greek-Turkish relations, economic relations can improve up to the point where they hit the 'politics ceiling' and political obstacles come to the forefront. The threat perception and mistrust from both sides play a role in creating scepticism towards one another in economic and wider interactions. These then multiply the problems relating to the bureaucratic and administrative obstacles faced by economic actors.
22
It is obvious, then, that outstanding political problems place a ceiling on the potential generated by economic interactions and civil society initiatives. Those problems are not difficult to explain from an ideational liberal viewpoint. The social identity of each state has been constructed and maintained for decades based on taken-for-granted assumptions regarding the legitimacy of its claims concerning national borders and the meaning of national identity ( € Ozkirimli and Sofos 2008; Millas 2009 ). What makes their respective understanding and interpretation of national identity (largely) incompatible with one another is the fact that the two identities and conceptualizations of legitimacy have been constructed in antithesis to one another (Heraclides 2010) . Therefore, for one to remain legitimate at societal level, and thus allow decision-makers to pursue legitimate state preferences through foreign policy, the other's identity (also expressed through foreign policy statements and actions) must be either deficient, or hypocritical, or both. This is a structural incompatibility, the overcoming of which can be facilitated through information exchange (as in the 2005 incident mentioned above) but cannot be fully overturned. In that context and given the multitude of contact points and expected gains from economic exchanges, policy-makers avoid touching on bilateral problems that would require concessions and a conciliatory attitude. These are possible and have largely been achieved, when coordination of action and information exchange are required to avoid a heated confrontation that will reverse accrued benefits.
Conclusion
From a theoretical point of view, trade-conflict approaches provide useful analytical tools in investigating both the empirical changes underway in Greek-Turkish economic relations and the reasons behind the inability to translate this to full-fledged political reconciliation and 'warm peace'. Bilateral 21 Interview 6 22 Interview 10 relations have evolved over time in ways that would have been hard to anticipate in the past. The level of economic interaction between the two societies has increased dramatically in fields from tourism to trade, and communication channels have multiplied through the active involvement of non-state actors. Greek-Turkish relations can no longer be reduced to interactions between the two states' officials because businesspeople, local leaders, civil associations, tourists and others are now making an active contribution, often unnoticed and yet very real, in the evolution of bilateral relations.
These developments do not lead, however, to conflict resolution and we have sought to account for that finding through use of ideational liberalism. While the trade-conflict interdependence literature offers invaluable insights on the data-driven growth in bilateral economic exchange and the salience of institutions in enhancing interaction, ideational liberalism's focus on social identities and values pertaining to issues such as national borders is helpful in explaining why relations have hit a 'ceiling'. Political problems continue to set the overall framework within which this bilateral relationship should be understood because of the two states' incompatible preferences regarding their 'legitimate being' and their mutually exclusive understanding of their national borders, a crucial component of every state's identity formation. This, in turn, is likely to affect bilateral economic ties as well, to the extent that the wider international environment becomes less favourable. The failed peace negotiations on Cyprus, the migration and refugee crisis and Turkey's deadlocked EU membership prospects contribute to a political context marked by insecurity and a complex, less predictable matrix of preferences. While cooperation on issues where the expected payoff is markedly positive for both, such as on dealing with migrants and refugees, is likely to continue, the 'mixed preferences' scenario will at best keep both parties content with a minimum of coordination to avoid costly confrontation.
Empirically, and through a breakdown of our findings according to each examined sector, we record a pattern of (relatively high) trade volumes, stable FDI flows in recent years and a continuous increase (save for the exceptional year 2016) in mutual tourism flows. The lack of institutionalization in bilateral relations and the absence of a political settlement on border disputes make relations vulnerable to frequent political storms. As the institutional anchors of the past diminish in significance (multilateral open trade policies, Turkey's EU vocation) the existence of mixed preferences complicates the win-lose calculations of policy-makers and is increasingly interacting with their unstable domestic political and economic context. In recent months, a populist rhetoric has been on the rise on both sides of the Aegean, manifesting itself especially after eight Turkish soldiers fled to Greece after the 15 July coup attempt. The tense environment between the two has been augmented by Turkey's increasingly vocal presence with respect to the Aegean and Eastern Mediterranean, fuelling nationalistic sentiments in the both countries. These developments suggest the fragility of bilateral relations in the absence of warm peace.
Finally, it is important to stress that our findings constitute a plausibility probe and need to be validated through further empirical research. Similar dyadic relationships of countries prone to conflict with one another which have upped their interaction in recent decades, not least through trade, need to be examined and tested along similar lines to reach confident conclusions.
